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Summary

U. 8. Cellular Corporation ("U.S. Cellular”) supports adoption of: the
proposed co-primary allocation which includes fixed and mobile services in the 698-
746 MHz band: Major Economic Areas ("MEAs") as the appropriate geographic
service area size; channelization which creates two or three spectrum blocks in each
MEA market; and open eligibility on all spectrum blocks.

U.S. Cellular has confined its comments to the geographic service area size
1ssues in the Commission's Notice in consideration of the central role of service area
size in promoting, through market-based approaches, the competitive development
of advanced technologies in all areas of the country. The attached paper prepared
by William P, Rogerson, Professor of Economics at Northwestern University,
entitled "What Size of Geographic Service Areas Should The FCC Choose For the
Auction of the 698-746 MHz Spectrum Band," describes his factual analysis and
economic perspectives in the subject areas addressed by our recommendations.

The use of MEA service areas for the lower 700 MHz band is an appropriate
and fair compromise of the needs of regional/rural and nationwide carriers for
access to 700 MHz spectrum for advanced technologies, MEAs are small enough for
regional and rural carriers to bid efficiently to meet their spectrum needs in the
areas where they provide valuable, cost-effective and locally-oriented services,
MEAs are also flexible enough, when coupled with the ability under normal auction
procedures to aggregate licenses, to be useful for national and super-regional service

aren strategies,




Adoption of nationwide or Economic Area Grouping ("EAG") service areas
would prevent regional and rural carriers from participating in the lower 700 MHz
band auction. A choice by the Commission to take this approach would mean that
the Commission will have essentially prejudged the issue of whether the
participation of regional and rural carriers would have been efficient or in the public
interest.

Nor should the Commission adopt nationwide or EAG service areas in
reliance on partitioning, disaggregation, secondary markets or affiliation rules and
policies to promote the transfer of spectrum rights from national carriers to regional
and rural carriers. These national carriers likely will not dispose of their 700 MHz
spectrum for an extended period after it i1s licensed and will not dispose of spectrum
in any event to regional or rural carrviers that are actual or potential competitors.
Our proposals are intended to enable regional/rural carriers to bid directly on MEA
service area licenses in the lower 700 MHz band auction #o they can participate in
the rapid and competitive deployment of advanced technologies.

LIS, Cellular concludes that adoption of MEA service areas is an appropriate
and fair compromise. The needs of national carriers are already met under the
service and auction rules for the upper 700 MHz band. Adoption of MEA service
areas for the lower 700 MHz band will establish comparable opportunities for
regional and rural carriers in fulfillment of the statutory and policy objectives

outlined in the Commission's Notice without depriving national carriers of a fair




opportunity to aggregate spectrum rights to deploy systems over super-regional or

even national areas.




Before the
FEDERAL COMMUNICATIONS COMMISSION

Washington, DC
In the Matter of )
)
Reallocation and Services Rules ) GN Docket No. 01-74
for the 698-746 MHz Spectrum Band )
(Television Channels 52.569) )

Comments of U, 8. Cellular Corporation

1. 8. Cellular Corporation on behalf of itself and its subsidianes, (collectively
“U.S. Cellular®), by its attorneys, submits its comments in response to the
Commission's Notice of Proposed Rulemaking (FCC 01-91) released March 28, 2001
("Notice").

Introduction

U.S. Cellular strongly supports adoption of the proposed co-primary
allocation including fixed and mobile services for this 48 MHz of spectrum. We
agree with the Commission that 698-746 MHz band ("Lower 700 MHz Band”) was
appropriately identified in the Commission's 3G Notice! as suitable spectrum for 3G
deployment and for expansion of the capacities of cellular radio telephone and other

land mobile radio services.?

| See Amendment of Part 2 of the Commission's Rules to Allocate Spectrum below 3 GHz for Mobile
and Fixed Servicea 1o Support the Introduction of New Advanced Wireless Services, Including Third
Generation Wirelean Systems, ET Docket No. 00-258, Notice of Proposed Rulemaking, FCC 00-456
(rel. Jan. 5, 2001) app. D (3G Notice)

* Companion spectrum in the 746-764 and 776-794 MHz bands which was similarly reallocated last
vear is referred to in these Comments as the “upper 700 MHz band.”




We propose the adoption of Major Economic Areas ("MEAs") as the
appropriate geographic service area size to meet the needs of regional and rural
carriers in the lower 700 MHz band in fulfillment of the statutory and policy
objectives outlined in the Commission's Notice. As described here, this can be done
without depriving national carriers of a fair opportunity to aggregate spectrum
rights to deploy systems over super-regional or even national areas in this band.

We also support the ereation of two or three spectrum blocks in each MEA
market to promote flexible licensing options to encourage a variety of technologies
and entrants and to create economic opportunity for a variety of applicants. The
Commission should also adopt open ehigibility on all spectrum blocks to enhance the
opportunities of licensees to provide service in any market or combination of
markets of their own choosing.

Because of the contral importance of the determination of service area size in
the Commission's Notice, we confine our comments to this critical aspect of the
Commission’s proposals. We attach a paper of William P. Rogerson, Professor of
Economics, Northwestern University, entitled "What Size of Geographic Service
Areas Should the FCC Choose for the Auction of the 698-746 MHz Spectrum Band?"
(Attachment A hereto), His Paper discusses the importance of selecting the MEA
service area size for licensing the lower 700 MHz spectrum to provide realistic
licensing opportunities for regional/rural carriers and the achievement of the

Commission's objectives in this proceeding.
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A key factor in the Commission's assessment should be the uses to which the
lower 700 MHz spectrum band are likely to be put including 3G and other advanced
services to be deployed by the incumbent cellular, PCS and other CMRS providers
which are already providing essential wireless services in regional and rural market
areas.

As explained in Professor Rogerson's Paper, regional/rural carriers are likely
to use the lower 700 MHz band spectrum either to expand their footprints or to
increase their capacity to provide traditional voice services and new advanced
services. (Paper, pp. 12-14 and 16) In the case of U.S. Cellular which provides
commercial mobile services to approximately 3.2 million subscribers through 148
majority-owned and managed cellular systems, this spectrum is a potentially
valuable resource to expand coverage and capacity in its regional markets. Other
regional/rural carriers such as ALLTEL, Western Wireless, Qwest, Century Tel,
Centennial, Rural Cellular, Leap Wireless, NTELOS, and others are also potentially
benefited if they have comparable access to enhance their established networks
serving regional and rural cluster areas where they compete with national and

other regional carriers,

* Maps depicting the areas which U8, Cellular and many of these regional and rural carriers
currently are licensed are included in Attachment B hereto for the convenience of the Commission.




From a technical standpoint, the lower 700 MHz band comprising of 48 MHz
of spectrum is well suited either to expand the footprints or to increase the capacity
of established regional and rural carriers. It has propagation and other technical
characteristics which enhance its value for this purpose. For example, there are
significant cost efficiencies from using such spectrum at existing cellular base
station sites to expand existing capacity to accommodate 3G and other advanced
services, Propagation at 700 MHz also is superior to PCS spectrum at 2 GHz
making possible cost efficient network architectures to expand coverages to serve
rural and less densely populated areas. These are the areas which U.S. Cellular
and other regional and rural carriers serve, 8o this characteristic is valuable to
carriers whose predominant role is service to such areas.

There are additional significant cost efficiencies for carriers intending to
deploy lower 700 MHz spectrum in rural and less densely populated areas because
this spectrum tends to be largely unencumbered in large areas comprising all or
significant portions of a number of the MEAs outside the largest and most densely
populated major metropolitan markets, As shown on the maps of the Channel 52-
69 television broandeast allocations attached to the Commission's Notice, these large
arens can be served without requiring the relocation of incumbent broadeast
operations thereby saving the time and expense for carriers to work out costly
relocations and making possible the rapid deployment of technologies in rural and

less densely populated areas.




Incumbent providers like U.S. Cellular and others need realistic
opportunities to bid for lower 700 MHz licenses so that they can expand the
technologies and services available to consumers in the regions they serve.
Adoption of MEA service areas for the lower 700 band will help promote, through
market-based approaches, competitive deployment of advanced technologies in all
areas of the 118, by giving these important incumbent wireless providers a fair
opportunity to compete for necessary spectrum resources.

2. Selection of MEA Service Area Size is an Appropriate Compromise of the

Interests of National and Regional/Rural Carriers and Fairly balances the
Interests of Both,

The Commission's selection of MEAs as the geographic service area size for
the lower 700 MHz band meets the needs of regional/rural carriers while preserving
realistic opportunities for national carriers to hid for this spectrum. In this case,
MEAs serve the needs of both because the size is small enough for regional/rural
carriers to bid efficiently and flexible enough, if coupled with the ability in the
auction to aggregate licenses, to create national or super-regional service areas. We
believe that the MEA service area size represents an appropriate compromise of the
interests of all carriers and fairly balances their interests by offering realistic
opportunities to pursue a range of coverage strategies.

As deseribed in Professor Rogerson's Paper, there are two broad classes of
wireless providers, national and regional/rural. (Paper, pp. 8-10). According to the
data provided in his paper, the major regional/rural carriers collectively provide

service to approximately 14 percent of the nation's wireless users. (Paper, Table 1)




As described in his paper, this 14 percent figure actually understates the
importance of these regional/rural carriers in terms of their service to low density
and rural areas.

The MEA building block approach which we propose will permit
regional/rural carrviers like U.S, Cellular and many others to provide an important
source of competition, variety and diversity in rural areas and less densely
populated areas. As stated in Professor Rogerson's Paper, "...While national
carriers hold licenses that would enable them to provide service to most of the
country, they have generally limited the buildout of their facilities to more dense
and urban areas." (Paper, p. 10) Based on industry data presented in Professor
Rogerson's Paper national carriers have generally built out their facilities to cover
only approximately 3/4ths of the population in their licensed service areas. (Paper,
Table 3) This means regional/rural carriers account digproportionately for services
in areas where national carriers have limited or no interest. For example, based on
market share data for 90 selected MSA/RSA markets, regional and rural carriers
serve approximately 70 percent of the subscribers in these markets. (Paper, p. 11
and Table 4).

Another reason for the continuing important role of regional and rural
carriers ns competitors to national carriers is that within any regional market there
are numerous consumers who make almost all of their wireless calls within "super
cluster” areas which generally correspond to MEAs. Regional/rural carriers remain

effective competitors with national earriers because of the diversity of these




consumer needs and interests and because they have continued to expand coverages
in regional areas to match the natural footprint of the areas where their subscribers
want to make wireless calls. (Paper, pp. 12-14)

While MEAs generally coincide with the regional economic footprints of
regional/rural carriers, the selection of this service area size does not deprive
national carriers of a fair opportunity to aggregate spectrum rights to deploy
systoms over super-regional or even national areas. As described by Professor
Rogerson, firms with business plans to deploy nationwide networks will still have
the opportunity to win licenses covering super-regional or national areas through
aggregation under the normal operation of non-package simultaneous multiple
round bidding procedures. (Paper, pp. 19-20) For the reasons described in
Professor Rogerson's Paper and as discussed separately in these comments, we
oppose (1) the adoption of national and super-regional or EAG service areas. and (2)
the use of package bidding procedures which will bias auction outcomes for lower
700 MHz spectrum towards nationwide and/or super-regional aggregation

Firms intending to serve national or super-regional/Economic Area Grouping
("EAG") footprints are already able to bid for 36 MHz of spectrum under the EAG
service area and related national/lEAG package bidding procedures approved for the
upper 700 MHz band. National carriers bidding for upper 700 MHz band spectrum
will have a two year head start and will be deploying on upper 700 MHz band
spectrum which has fewer incumbents to be relocated than on the lower 700 MHz

band spectrum. They will also have normal (non-package bidding) opportunities to



aggregate spectrum in the auction for the lower 700 MHz band. Regional/rural
carriers proposing to deploy on lower 700 MHz spectrum will have a two-year wait
but, at least with MEA service area sizes, they will have a fair chance to bid for the
spectrum they need

g, Adoption of Nationwide or EAG Service Areas for the Lower 700 MHz

\’{uuld Effectively Exclude Regional/Rural Carriers From Being Successful

Bidders for such Spectrum,

As discussed in Professor Rogerson's Paper, the successful strategies of
regional/rural carriers like U.S. Cellular have been based on building networks that
cover the natural regional economic footprints predominantly outside large urban
areas. (Paper, pp. 12-14, nand 16) Nationwide and EAG service area sizes on the
other hand are useful to national carriers with a different strategic view and the
financial vesources to deploy networks on such a scale. It is this mismatch which
makes national and EAG service area sizes unfair and unworkable for
regional/rural carriers.

The problems for regional/rural carriers in this regard are threefold. These
regional/rural firms are either effectively precluded from bidding altogether or face
severe financial challenges to bid for an EAG service area which far exceeds the size

of the area it would like to serve, (Paper, p. 17) For example, U.S. Cellular which

4 In the event the Commission might be prepared to modify its service and licensing rules for the
upper T00 MHz band, we propose that the Commission consider adopting MEA service areas for that
band ns well. As explained by Professor Rogerson, .. it is possible to run relatively simple and
tractable auctions even with as many ns 52 service areas by restricting firms to bidding on only a
limited number of packages.” (Paper, pp. 18:10 and 20-21). This would give nationally oriented firma
the opportunity to bid for nationwide footprints and smalier regional/rural firms the opportunity to
tud on individual MEAs. [t also eliminates the headstart sdvantage mentioned above and gives
regional/rural carriers a chance to bid for upper 700 MHz spectrum which is less encumbered with
television broadcast assignments and operations than the lower 700 MHz spectrum.




has widely dispersed clusters in all six EAGs would have the formidable burden of

bidding for licenses in all six EAGs to win the spectrum needed to overlay its

existing clusters. Second, even if regional/rural carriers could obtain access to
financing to be able to bid, they would be disadvantaged by the disproportionate
financial risk (and the associated transactional costs) of disaggregating spectrum in

EAG areas which are not essential to their regional/rural service area plans. (Paper,

p. 17, Fn. 16) Third, the "threshold problem" described in Professor Rogerson's

Paper creates an decisionally significant bias in the selection of winning bidders in

favor of national license aggregation even when this is inefficient. (Paper, p. 20) In

this case this bias unfairly favors nationwide bidders at the expense of
regional/rural bidders, a result which is clearly contrary to the Commission's
statutory mandate in Section 309(j) and its objectives in this proceeding.

4. If Regional/Rural Carriers are Unable to Bid Directly on Lower 700 MHz
Spectrum, It is Unlikely They will Obtain Timely and Adequate Access to
Spectrum via Partitioning, Disaggregation, Other Secondary Market
Transaction or Affiliate Relationships.

The foregoing problems of regional/rural carriers to obtain the spectrum
rights they need to deploy 700 MHz technologies are not avoided by the operation of
the Commission's partitioning, disaggregation, secondary markets and wireless
affiliation rules and policies.

As explained in Professor Rogerson's Paper, "...there 1= a reasonable
likelihood that national carriers will simply choose to warehouse spectrum that they
have no near-term plans to use instead of selling it." (Paper, pp. 14-15) They will

probably conclude that it is less costly to retain underused spectrum rights than to



risk that a sale of spectrum rights will deprive a national carrier of spectrum which
might be needed at some future date. In addition, it is likely that national carriers
will be focused on deploying technologies and capturing market share in their main
markets for at least a two to three year period after 700 MHz licenses are awarded
so that disaggregation and partitioning are simply not options during this period, if
ever. See, for example, the data in Table 3 to Professor Rogerson's Paper with
respect to the continuing retention of unbuilt pope by the national carriers in this
regard. The third problem which Professor Rogerson describes is that national
carriers are highly unlikely to disaggregate and partition spectrum to regional/rural
carriers that are actual or potential competitors. (Paper, p. 15-16) In the event there
is any disposition at all to dispose of spectrum, national carriers are likely only to do
so pursuant to affiliate relationships which limit or prohibit competition between
the affiliate and that national carrier. (Paper, p. 15)

In sum, regional/rural carriers are likely to be precluded, or at a minimum
will encounter substantial (and perhaps insurmountable) delays and costs in their
attempts to obtain 700 MHz spectrum rights from national carriers. Our proposed
solution, which will enhance competition and promote the early deployment of
advanced 700 MHz technologies, is to enable regional/rural carriers to bid directly

on MEA service area licenses in the lower 700 MHz band auction.
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5. Exclusive Use of Nationwide or Super-Regional Service Areas for the Lower

700 MHz Band Will Not Maximize the Opportunity to provide the Widest

Array of Services and Business Plans.

The Commission requests comment regarding the "...extent to which
nationwide licenses maximize the opportunity to provide the widest array of
services and business plans."® As discussed in Professor Rogerson's Paper, (Paper,
pp. 21-22), the existing encumbrances in terms of UHF broadcast allocations in this
band will delay a winning bidder of a nationwide or super-regional license from
using 700 MHz technologies to launch new services on a nationwide or super-
regional basis. He concludes that "...even large national firms will use the
spectrum to increase their capacity to offer voice services in certain regions or to
offer localized services..." (Paper, p. 22). On this basis, the Commission could
reasonably conclude that nationwide licensing is not inherently more valuable than
MEA licensing, Nor is there any reasonable basis to conclude that new technologies
or services will be deployed more rapidly or widely under nationwide licensing than
under MEA licensing. If the Commission chooses service areas significantly larger
than MEAs, rural/regional carriers will be unable to participate and the
Commission will have essentially prejudged the issue of whether or not their
participation would have been efficient and in the public interest.

Conclugion
Among the most important issues before the Commission in this proceeding

15 how to create licensing opportunities in the lower 700 MHz band which promote,

¢ Lower T00 MHz Notice, § 55.
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through market-based approaches, the competitive development of advanced
technologies in all areas of the country. We propose the adoption of MEA sarvice
areas for this band as an appropriate and fair compromise of the needs of
nationwide and regional/rural carriers alike for access to spectrum for these
advanced technologies, The needs of national carriers to acquire spectrum are
already met under the service and auction rules adopted for the upper 700 MHz
band. Adoption of MEA service areas for the lower 700 MHz band will establish
comparable opportunities to acquire spectrum at auction for regional/rural carriers
without depriving national carriers of a fair opportunity to aggregate spectrum
rights to deploy systems over super-regional or even national areas in the lower 700
MHz band,

Respectfully submitted,

U. . CELLULAR CORPORATION
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1. Introduction and Executive Summary

| am & professor of economics at Northwestern University. In 1998-99, | was Chief
Economist at the Federal Communications Commission. In addition, 1 have written academic
articles regurding economic perspectives on telecommunications regulation and served as an
economic expett for the Federal Trade Commission in connection with its AOL/Time Wamer
proceeding. A copy of my curriculum vitae is attached.

The Federal Communications Commission has determined to auction spectrum in the
698-746 MHz, 746-764 MHz and 776-794 MHz bands to private parties for flexible commercial
usc. In a previous order' the Commission determined the procedures and rules it will use 1o
auction spectrum in the 746-764 MH2 and 776-794 MHz bands. The Commission has recently
released an NPRM' us a first step in determining the rules and procedures it will use 1o auction
spectrum in the 698-746 MHz band.

The FCC typically does not auction the right to use a band of spectrum over the entire
country as a single item. Rather, to allow for the possibility that it may be efficient for firms to
use the spectrum in smaller geographic areas, it divides the country into regions or service areas
and auctions the rights 10 use spectrum over particular service areas as separate items, One of
the issues the Commission has raised in its recent NPRM concerns the size of service areas it

should use for the auction of spectrum in the 698-746 MHz band. In this paper | analyze how

Wi the Mutter of Sevvice Rules for the 746 784 and 778.794 Mz Bandr, and Revisions te Part 27 of the Cammission s
Rules, First Raport and Ovier {First Report and Ovder on the 746-764 MHz and 776-794 MHe Rands), FCC 00-5,
January 6, 2000,

‘In the Matter of Reallocation and Service Rules for the 698-746 MHz Spectrum Band
(Television Channels 52-59) Notice of Proposed Rule Making (NPRM on the 695-746 MHz
g. m.n.n n—.lﬁ.—.- zﬁw -.m. HEF.
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varying the size of service areas would affect the results of the suction and therefore affect the
public interest.

I draw five main conclusions: (1) Regional'rural carriers serving small geographic areas
provide an important source of competition, variety, and diversity in rural and less dense areas,
Auctioning spectrum in geographic blocks too large for these carriers to use would disadvantage
these carriers and thereby harm consumers in less dense and rural areas that depend upon them;
(2) If regional/rural carriers are unable to directly bid on licenses, it is unlikely that they will be
given timely or adequate nccess 1o this spectrum via partitioning, disaggregation, sales on
secondary markets or affilistion arrangements; (3) Defining service areas to be the approximate
size of Major Economic Areas (MEAs) would provide regional/rural camers with a reasonable
Eﬂnﬂ:::mﬁﬂu:unﬁ?l_nns-l.wﬁﬁm&un—ﬂiﬂrﬂﬂﬁrnﬁngglﬂ%
Economic Aren Groups (EACGs) would not; (4) Defining service areas to be the approximate size
ol MEAs will not prevent national firms from obtaining super-regional or even national footprints
through aggregating licenses. The standard simultancous multiple round auction format used by
the Commission is designed to help facilitate firms® efforts to aggregate licenses. Furthermore,
the Commission could further facilitate such efforts by using simple and tractable forms of
package bidding’; and () The synergics that nationally oriented firms may experience from
winning national or super-regional footprints for spectrum in the 698-746 MHz range may not be

particularly significant in any event. This is because the spectrum in question is encumbered with

As will be explained below, package bidding creates both benefits and harms relative to the
normal simultaneous multiple round auction format used by the Commission. Therefore, it is
possible that the normal (non-package ) auction format would be superior to the package auction
format, depending on the relative size of these benefits and harms.




existing UHF channels that will have the right to continue to use parts of the spectrum in certain
geographic arcas through at least 2006, and perhaps much longer.

In the remainder of this executive summary, | will briefly expand upon these five
conclusions. My first conclusion is that regional and rural wireless carriers supply an important
source of competition, variety, and diversity in less dense wireless markets and, that furthermore,
in many rural and less dense areas they are the only carriers that have demonstrated any interest or
inclination to provide wireless service. These carriers need additional spectrum to expand their
existing coverage to adequately serve natural regional economic areas that their customers desire
service over and to offer advanced services in and around their service areas. Therefore, il is
important that service areas for the 698-746 MHz band be defined small enough so that these
carriers are able to bid on and purchase licenses and thereby gain access to this new spectrum. If
service areas are deflned to be so large that only national carriers are able to bid on them, this will
place regional and rural carriers at a competitive disadvantage and thereby reduce the benefits of
competition, variety, and diversity that regional and rural carriers provide. Furthermore, to the
extent that this new spectrum will be used to provide advanced services, denial of this spectrum (o
regional and rural carriers will slow the roll-out of advanced services to rural and less dense
regions of the country.

My second conclusion is that if regionalfrural carriers are unable to directly bid on licenses
because of the large geographic areas and therefore high cost, it is unlikely that they will be given
timely or adequate access to portions of this spectrum via partitioning, disaggregation, sales on
secondary markets or affiliation arrangements. Based on historical patterns, it seems likely that

national carriers would choose to warehouse spectrum in low density areas even if they did not




have near-term plans to use it At a minimum, dividing spectrum licenses in rural areas and selling
divided licenses to smaller firms is highly unlikely to be a top priority of national firms focused on
capturing market share and rolling out new services in urban areas. Therefore there would be
long delays before this spectrum was placed in the hands of firms interested in using it
Furthermore, even if national firms do eventually sell some of this spectrum, they are unlikely to
sell it to regional firms that compete or threaten to compete with them.

My third conclusion is that defining service areas of the approximate size of MEAs (the
United States is divided into 2 MEAs) would allow regional/rural carriers a reasonable
opportunity 1o compelte, but defining service areas of the approximate size of EAGs (the United
States is divided into 6 EAGs) would not. While some consumers travel extensively over the
entire country and desire a wircless plan that offers low nation-wide prices, other consumers
confine the bulk of their travel 1o smaller regional areas and are more interested in wireless plans
that offer good regional coverage and low regional prices. Regional/rural carriers are oriented
towards serving consumers in this latter group who live outside the major metropolitan areas, In
order to serve this group of customers, regional/rural carriers need to build networks over the
natural regional footprints that such consumers desire service over. There do not appear to be
significant economies of scale in serving such consumers through much larger licensed service
areas. Regions the size of the 52 MEAs approximate such natural economic footprints much
better than do regions the size of the 6 EAGs, The EAGs are simply too large; a single EAG
typlcally contains multiple natural footprints for providing regional service. Furthermore, defining
service arens 1o be the size of EAGs makes it impossible for regional/rural carriers to bid on rural

and less dense areas without simultaneously bidding on major metropolitan areas.




My fourth conclusion is that defining service areas to be the approximate size of MEAs
will not prevent national firms from obtaining super-regional or even national footprints through
aggregating licenses. The standard simultaneous multiple round anction format used by the
Commission is designed to help facilitate firms’ efforts to aggregate licenses. Furthermore, the
Commission could further facilitate such efforts by using simple and tractable forms of package
bidding. In package bidding, firms are allowed to place bids on entire packages of service arcas
as well as individual service areas. It is possible to run simple and tractable package auctions
even with as many as 52 service areas by restricting firms to bidding on only a limited number of
packages. For example, firms could be allowed to bid on packages of licenses that formed EAGs
and also 1o bid on an entire national package of licenses. Allowing firms to bid on these seven
possible packages in addition to bidding on individua! MEAs would still allow for a simple and
tractable auction. However, as will be explained below, package bidding creates both benefits and
harms relative to the normal simultaneous multiple round auction format used by the Commission,
Therefore, it is possible that the normal (non-package ) auction format would be superior 1o the
package auction format, depending on the relative size of these benefits and harms.

My fifth conclusion is that the synergies that nationally oriented firms may experience from
winning national or super-regional footprints for spectrum in the 698-746 MHz range may not be
particularly significant in any event. This is because the spectrum in question is encumbered with
existing UHF channels that will have the right to continue to use parts of the spectrum in certain
geographic areas through at least 2006, and perhaps much longer. These UHF stations tend to
be located in more dense areas which are precisely the areas that would be most valuable to a

national provider of some new sort of advanced service. Therefore, winning a nationwide or
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super-regional license to use a particular band of this spectrum does not actually confer the ability
to offer a new service nationwide or super-regionally. Instead it is only the first step in a longer
process that would involve cobbling together other bands of spectrum to use in arcas that are
being used by existing UHF channels. This reduces the value of winning a nationwide or super-
regional license and also makes it more likely that even large national firms will use the spectrum
to increase their capacity to provide voice services in certain regions or to offer more localized
advanced services,

I sumumary, if the Commission chooses service areas to be significantly larger thaa MEAs,
rural/ regional carriers will be unable to participate and the Commission will have essentially
prejudged the issue of whether or not their participation would have been efficient and in the
public interest. By defining service arcas at the MEA level, and by possibly allowing some simple
types of puckage bidding, the Commission can provide a fair opportunity for both regional/rural
and national firms to participate in the auction. This will allow competitive bidding to determine
the most efficient use of the spectrum,

The remainder of the paper proceeds as follows. Section 2 provides some background
information. Section 3 documents that regional and rural firms supply an important source of
competition, diversity, and variety in less dense markets. Section 4 explains why regional/rural
firms are unlikely to be provided with timely or adequate access to this spectrum on secondary
markets if they are unable to bid directly for it. Section 5 explains why service areas the size of
MEAs will provide regional/rural firms with a reasonable opportunity to bid on licenses while
service areas the size of EAGs will not, Section 6 describes why the simultaneous multiple round

auction format facilitates license aggregation and how simple and tractable package auctions




could be used to further facilitate nationally oniented firms' efforts to aggregate licenses. Section
7 describes the nature of the encumbrances on the spectrum to be auctioned in more detai! and
explains why this makes the spectrum less suitable for offering some new sort of service on a

national or super-regional basis. Finally, Section 8 draws brief conclusions.

1. Background Information

In the past, the Commission has used service areas of widely varying sizes for different
bands of spectrum. The country is divided into 734 service areas for purposes of defining cellular
licenses - 306 Metropolitan Statistical Areas (MSAs) and 428 Rural Statistical Areas (RSAs).
PCS licenses in the C,D, E, and F bands are defined over 493 regions called Basic Trading Arcas
(BTAs) and PCS licenses in the A and B band are defined over 51 larger areas (consisting of
groups of BTAs) called Major Trading Areas (MTAs). The Commerce department has divided
the country into 175 regions called Economic Areas (EAs ). The EAs are grouped together to
create 52 Major Economic Areas (MEAs) and these in turn are grouped together to create 6
Economic Area Groups (EAGs).! In its recent order,’ the FCC has decided to define licenses
over EAGs for purposes of auctioning off spectrum in the 746-764 MHz and 776-794 MHz
bands.

There are six mobile telephony providers that are generally viewed as being national
carriers in the sense that they own licenses and cover the vast bulk of the more dense areas of the

country using their own facilities, The remaining carriers are usually referred to as regional or

‘See www_fee gov/wib/auctions for maps of the various regions. (Site visited 3-7-01).
*First Report and Order on the 746-764 and 776-794 MHzBands, supra note 1.




rural carriers. They tend to be much smaller, to focus only on some regions of the country, and to
focus on less dense rural areas, While much attention has been given recently to the formation
and growth of the national carriers, regional carriers remain an important part of the provision of
wireless services in the U S.

Tables | and 2 provide some basic data on the size and coverage of the major
regional/rural and national carriers. Table | presents data on the number of subscribers. There
were ten independent (not affilisted with a national carrier) regional/rural carriers that each had
over 100,000 subscribers each at the end of 2000. These carriers served a total of 13.9 million
subscribers. This constitutes about 14 percent of total wireless telephony subscribers nationwide
and is greater than the number of subscribers served by three of the six national carriers.

Table 2 presents data on the population that lives in the area each carrier is licensed to
serve (licensed POPS). The ten independent regional/rural carriers having over 100,000
subscribers each at the end of 2000 (shown in Table 1) held cellular and PCS licenses covering
from 3.4 million to 72.5 million POPs. Only three of these regional/rural carriers own licenses
that enable them to serve more than 10 percent of the U.S. population and most have much
smaller coverage areas than this. In contrast, the national carriers all hold licenses to serve nearly
all of the nation's population

Some or perhaps all of the major regional/ rural carriers (as well as other smaller
regional/rural carriers) are actively seeking additional spectrum licenses for regional geographic
areas in or around their service areas, Many regional/rural carriers were qualified bidders for

BTA PCS licenses in the recent Auction 35 or have recently purchased MSA/RSA cellular or




BTA PCS licenses." Many regional'rural carriers have invested heavily in licenses, networks and
operations, and are likely to be interested in bidding on MEAS in the 700 MHz band.
3. Reglonal/Rural Carriers Provide an Important Source of Competition, Variety, and
Diversity in Rural and Less Dense Markets

The reglonal/rural carriers shown in Table | collectively provide service to about 14
percent of the nation's wireless users. While this is a significant share of wireless subscribers in
and of itself, it vastly understates the importance of regional/rural carriers in rural and less dense
arcas. While the national carriers hold licenses that would enable them to provide service to most
of the country, they have generally limited the build-out of their facilities to more dense and
urban areas. Table 3 shows the size of the population that each of the national carriers is able to
provide service for over its own facilities (covered POPS) versus the population within its
licensed area (licensed POPS), National carriers have generally built-out their facilities to cover
only about 3/4 of the population they are licensed to serve. Regional/rural carriers have been left
to serve the areas that the national carriers have no interest in.

The result of this, as the Commission has noted in its own assessments of the competitive
landscape in wireless markets,” is that markets in dense urban areas are quite different than

* Sec Auction of Licenses for the C and F Block Broadband PCs Spectrum: 87 Qualified
Bidders, Public Notice DA 00-2725, Antachment A (Dec. 1, 2000); Wireless Telecom Investor,
Paul Kagan Associates (reporting over the past vear proposed wireless deals including purchases
by ALLTEL, U.S. Cellular, Western Wireless, Centennial, Rural Cellular, PR Tel Cell, Leap
Wireless, and many other regional carriers).

"See, for example, Fifth Annual Report and Analysts of Competitive Market Conditions With
Respect to Commercial Mobile Services (Fifth Annual Report on Wireless Markets), FCC-00-
289, August 18, 2000, This analysis overstates the number of carriers offering services in rural
and less dense areas because it treats service to any part of a county as coverage of all the
population in that county.




markets in less dense rural areas. Dense urban markets tend to have 5 or more major competitors
and most of them are national firms. On the other hand, rural and less dense areas often are
served by at most two carriers and are primarily or totally served by smaller regional/rural
carriers. According to the FCC's analysis in the Fifth Annual Report on Wireless Markers,® about
12% of the U.S. population is served by two or fewer wireless carriers. Of course, there are also
intermediate density markets such as those in smaller cities where there is generally an
intermediate level of competition; it is not unusual for both some national and some regional/rural
firms to provide service in such areas,

U.S. Cellular has provided me with recent market share data by RSA/MSA for 90 of the
RSA/MSAS that it serves.” Table 4 presents the total market share of all regional carriers in each
of these 90 RSA/MSA regions, ordered from RSA/MSAs where regional carriers have the highest
market share to RSA/MSAs where regional carriers have the lowest market share. In 19 of the 90
RSA/MSAs, national carriers have no presence at all and regional carriers serve 100 percent of
the subscribers in the market. In 47 of the 90 RSA/MSAs, regional carriers serve at least 70
percent of the subscribers in the market. On average over all 90 RSA/MSAs, regional carriers
serve 70 percent of the subscribers in the market."

These various sources of data show that regional and rural carriers play an imporiant role

*See note 7.

" These 90 RSA/MSAs constitute well over half of the 142 RSA/MSAs that US Cellular
provides service in. Recent data was not available for the other RSA/MSAs served by US
Cellular. Studies to determine these market shares were conducted between February 2000 and
April 2000.

'"That is, the simple average value of the 90 market shares is equal to 70 percent, The weighted
average (using weights determined by 1990 census population figures for each RSA/MSA) is
equal to 64 percent.
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in providing wireless service in rural and less dense areas. In many rural low-density areas, no
national carriers have any presence at all. [n somewhat more dense urban areas such as arcas
containing small cities, regional/rural carriers often serve & significant share of the subscribers.

In light of this, what consequences would follow if spectrum in the 698-746 MHz range
was sold in large service areas that regional/rural firms were unable to afford to bid on? Firms are
likely to use this spectrum to either expand their footprint and increase their capacity to provide
waditional voice service or to provide new advanced services. In rural low-density areas that are
not served by any national carrier, the consequence for consumers of denying use of this spectrum
to regional/rural firms will be that improved voice services and advanced services will not be
provided or at least that their rollout will be delayed until national firms get around to deciding to
provide service in these areas. In intermediate density areas, such as small cities, where regional/
rural carriers play an important competitive role but where one or more national carriers are also
present, the consequences may be even more serious. To the extent that regional/rural carriers
are denied new spectrum, it will still be the case to some extent that the rollout of improved voice
service and new advanced services will be delayed. However, an even more serious consequence
of denying this spectrum to regional/rural firms will be that rural/regional firms will be put at a
competitive disadvantage relative to national firms that do have access to this spectrum. [n many
of these markets, regional/rural firms play an important competitive role and competition would
be severely harmed if reglonal/rural firms were disadvantaged.

In areas such ns small cities where regional/rural firms compete with national firms for
customers, there is every reason to believe that regional/rural firms will continue to be able to

provide an important source of competition, diversity and variety in these markets over tae long




run 50 long as the Commission docs not take actions which impede these regional/rural firms*
ability to compete. Regional/rural firms can have a number of advantages over national firms
which can appeal to certain segmenis of consumers. Perhaps most importantly, regional/nral
carriers often provide better coverage over regional/rural areas than do national carriers that
operate there,' Therefore consumers that choose the regional/rural carrier often experience
higher call quality and fewer dropped calls than do consumers that choose the national carrier,
Regional'rural carriers also often offer more retail locations in their areas than do national firms.
Finally, the independent regional/rural carriers can be a source of innovative and different pricing
plans and services that might appeal 1o local needs and interests.”

Perhaps the main advantage that national firms have over their regicnal/rural competitors
is that national firms are able to offer national one-rate plans at a lower cost than can
regional/rural fioms. This i because the national firms can supply service over much of the nation
on their own network, while regional firms must purchase roaming services from other firms.
However, within any regional markel, there are broad segments of consumers that make almost all
of their wireless calls within the local region. For these consumers, the fact that a regional/rural
carrier can provide better local coverage can be vastly more important than the fact that the
national carrier can provide a lower price on a national one-rate plan. Regional/rural carmiers can

compete very effectively for this segment of consumers.

""For example, U.S. Cellular states in its 1999 Annual Report at 10 that “one of our competitive
advantages is our excellent local network coverage.”

“For example, this past year U.S, Cellular introduced FarmFlex, a price plan which enables
farmers and agribusiness users to adjust their rate plans to accommodate calling volume variations
between peak season and off-season months without having to change their contracts, See US.
Cellular 1999 Annual Report at 10.




For example, in a strategic planning document prepared by Bain & Company for U S,
Cellular given to me by U.S, Cellular, Bain & Company estimate that 87 percent of the wircless
users within U.S, Cellular's Pacific Northwest and Mid-Atlantic Markets are so called “local
users” that make the bulk of their wireless calls within the local region that they live. Bain & Co.,
quite correctly in my opinion, suggest that this segment of customers is the nataral segment for
U.S. Cellular to concentrate on, and suggests that U.S, Cellular and other regional/rural carriers

can compete effectively for such consumers with national carriers. "

4. If Regional/Rural Carriers Are Unable to Directly Bid on This Spectrum, It is Unlikely
That They Will Recelve Timely or Adequate Access to it Via Partitioning, Disaggregation,
Sales on Secondary Markets or Affiliate Relationships

The Commission allows the owner of a spectrum license over a service area to divide the
service area into sub-areas and then sell the rights to use this spectrum on secondary markets to
other firms. Therefore, it is theoretically possible that, even if regional/rural carriers were
excluded from the original spectrum auction because service areas were too large for them 1o bid
on, national firms might choose to divide off less dense areas that they did not have an near-term
interest in serving, and sell the rights to use the spectrum to regional/rural firms that would make
near-term use of it. In my opinion, such division (by disaggregation or partitioning) and sales on
secondary markets is unlikely to provide regional/rural carriers with timely or adeguate access to
spectrum for three reasons.

Firat, there s a reasonable likelihood that national carriers will simply choose to

.S Cellular Super-cluster Strategy Deliverables, Bain & Co., December 5, 2000, Also see
LS. Cellular 1999 Annual Report at || where U.S. Cellular indicates that it is has a competitive
advantage in serving this segment of consumers.
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warchouse spectrum that they have no near-term plans to use instead of selling it. The Table 3
data appear to indicate this conduct with regard to prior wireless licenses. From the perspective
of large national carriers, the prospective income they could earn on sales of spectrum in rural
areas is quite small compared to the profits they seek from utilizing the large licenses in major
urban markets. Therefore they might quite rationally decide to focus their efforts an capturing
market share and rolling out new services in their main markets rather than diverting themselves
by deciding what areas to sell and then arranging to sell these areas.

Second, even if national carriers ultimately divide and sell some of this spectrum, this will
clearly be a lower priority item for them than capturing market share and rolling out new services
in their main markets. Comgpetition in major urban areas is likely to be fierce over the next two lo
three year time period and it seems likely that selling off spectrum in rural areas will be delayed
while national carriers focus on winning the major battles.

Third, even il national carriers do ultimately sell spectrum that they do not plan to use,
they are highly unlikely to sell it to regional carriers that are potential competitors to them. In
fact, it scems likely that they may not sell the spectrum outright to any regional carrier. Rather,
they may partner (enter into affiliate relationships) with certain types of regional carriers and allow
such regional carriers to use the spectrum in return for a share of the profits and a measure of
control over the regional carrier. Some cellular and PCS national carriers have been pursuing this
business model. Onge again, such sales and armngements are unlikely to produce significant
competition between the reglonal carrier and the national carrier. As explained above, there are
many intermediate density areas where certain regional firms provide important competition for

national firms, If national firms are allowed to manage the sale of spectrum to regional firms, it is




unlikely that spectrum will be distributed among those regional firms likely to intensify this
competition. In fact, national firms may use access to spectrum as a lever to force regional firms
1o cooperate with them.

In sum, regional carriers are likely to encounter substantial (and perhaps insurmountable)
delays and costs in obtaining spectrum through secondary markets. The Commission should

adopt an auction design enabling rural carriers to bid directly in the auction rather than relying on
problematic subsequent secondary markets,

5. MEA Level Serviee Areas Will Create a Reasonable Opportunity for Rural/Regional
Firms to Bid on Spectrum

As described above, the United States is divided into 52 MEAs and 6 EAGs. The 6 EAGs
are formed by combining MEAs." Therefore, roughly speaking, the MEAs are state-sized areas
that tend to contain about § 10 6 million people and the EAGs are regions the size of 8 or 9 states
that tend to contain about 47 million people including major urban areas,

The viable strategy for regional firms to follow in the long run will be to build networks
that cover natural regional economic footprints outside of major urban areas. (Such natural
footprints may well include one or a few medium-sized urban areas necessary to provide effective
regional service, such as Minneapolis for service in the rest of Minnesota or Oklahoma City for
service in the rest of Oklahoma). This size and type of service area would cover the area where a
significant segment of wireless users that live within the region tend to make the bulk of their

wireless calls,

"“See www fee.gov/wib/auctions for maps of the various regions. (Site visited 5-7-01).
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There are two problems with EAGs from this perspective. First, each EAG invariably
contains several major urban arcas as well as less dense areas and regional/rural firms do not and
will not have the financial resources to attempt to enter major urban areas. Second, even 1gnoring
the issue of the presence of major urban areas, the remaining area within an EAG tends to be
larger than the economic footprint that many regional carriers would choose to serve,. MEA sized
areas are much better suited to allow the typical regional carrier to pursue a viable strategy,”

For example, the entire West Coast of the United States and adjacent states is defined to
be a single EAG, This EAG is divided into 6 smaller MEAs. U.S. Cellular serves a natural
economic footprint in the Northwest region of the United States. If service areas were defined at
the EAG level, U.S. Cellular would be forced to bid on an area that includes Los Angeles and San
Francisco in order to try and better serve customers in its Northwest markets. This would be
impossible. On the other hand, the MEA subdivisions would allow U.S. Cellular and other
regional/rural carriers to bid on smaller areas in the Northwest that they have a direct interest in
serving.

6. MEA-Sized Service Regions Will Still Provide National Firms with a Fair Opportunity to
Win Rights to Spectrum over Larger Regions

I will make three points in this section: (1) The normal (non-package) simultaneous round
auction held by the Commission is designed to allow national firms a reasonable opportunity to

aggregate licenses together; (2) The Commission can provide an even greater opportunity for

It also seems highly unlikely that a regional/rural carrier would either be able to or wish to borrow
maoney 1o pursue the risky strategy of buying an entire EAG with the plan to sell off the vast bulk of
it, including the major urban areas, on secondary markets.
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national firms to aggregate licenses by allowing some simple forms of package bidding, if it
determines that this is necessary; and (3) Since the normal (non-package) auction allows national
firms a reasonable opportunity to aggregate licenses and because package auctions may cause
some new problems, it is not clear whether or not using a package auction format would produce
superior results to simply using the standard non-package auction format.

My first point is that, if MEA-sized service areas are chosen, national firms will still have
the opportunity to win licenses over larger regions by bidding on multiple licenses under the
Commission's standard simultaneous multiple round (SMR) auction procedures. In an SMR
auction, firms simultaneously enter bids on all of the licenses over the entire United States and
there are multiple rounds of bidding This means that firms can attempt to accumulate multiple
adjacent licenses and that they always have an opportunity to raise their bid on a particularly
criticnl license if they wish to, As the Commission has eloquently explained itself, these
procedures facilitate aggregation of licenses.

For the majority of the FCC auctions conducted since 1994, however, the Commission has

used the simultaneous multiple-round auction. In every round, bidders can bid on any of

the licenses being offered as long as they have applied for the licenses and have made an
upfront payment sufficient for such licenses. Generally, the auction does not close until
bidding has ceased on all licenses; that is, until a round goes by in which there are no new
bids on any of the licenses. . . The Commission chose a simultaneous auction with
multiple-round bidding instead of sequential bidding because this method provides more
information to bidders about the values of other licenses up for bid and the opportunity to
use that information to aggregate licenses or to shift their bidding from one license to
another.'*

My second point is that the Commission could further facilitate firms" efforts to aggregate

licenses if it thought this was necessary by using simple forms of package bidding. The

* The FCC Report 1o Congress on Spectrum Auctions, FCC Wireless Telecommunications
Bureau, September 30,1997 at 18
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Comemission itsell has provided a very clear and simple explanation of what package bidding is
and why it might be potentially useful.

With package bidding, bidders would not be restricted to placing bids on individual

licenses, but would also be allowed to place all-or-nothing bids on packages of licenses.

This approach would allow bidders to better express the value of any synergies (benefits

from combining complementary items) that may exist among licenses, and o avoid

exposiire problems — the risks bidders face in trying to acquire efficient packages of

licenses. For example, with package bidding a bidder desiring an aggregation of all six 20

MHz licenses in order to inaugurate a nationwide service could bid on the six licenses as a

package and not face the risk of winning only some of the desired licenses and payng

more than the bidder values those licenses by themselves (without the other licenses

needed to provide nationwide coverage).”
Itis possible to run relatively simple and tractable package auctions even with as many as 52
service areas by restricting firms to bidding on only a limited number of packages. For example,
firms could be allowed to bid on packages of licenses that formed EAGs and also to bid on an
entire national package of licenses. Allowing firms to bid on these seven possible packages in
addition to bidding on individual MEAs would still allow for a relatively simple and tractable
auction.

My third point is that, since the normal (non-package) auction allows national firms a
reasonable opportunity to aggregate licenses and because package auctions may cause S0me new
problems, it is not clear whether or not using a package auction would produce superior results.
.Eﬁﬂnugfﬂtﬁtiigﬁwﬂi&ﬁnﬁ?ﬁ. First, even a very simple
package auction as described above introduces some extra complexity into the auction.

Complexity is undesirable both because it increases transactions costs for participants and because

VComment Sought on Modifving the Simultaneous Multiple Round Auction Design 1o Allow
Combinatorial (Package) Bidding, DA 00-1075, May 18, 2000 at 2.




it increases the likelihood that the auction will produce anomalous results due to confusion on the
part of participants. More importantly, because of the so-called “threshold problem,” there is

some reason 10 believe that a package auction will actually bias the results of the auction towards
producing license aggregation even when this is inefficient. That is, a package suction may cause
too much aggregation relative to what would be efficient. The Commission has nicely explained

the point itself,

Allowing package bidding does, however, potentially introduce what is termed the
threshold problem - the difficulty that multiple bidders desiring only the single licenses (or
smaller packages) that constitute a package may have in outbidding a single bidder that is
bidding for the entire package, even though the multiple bidders may value the sum of the
parts more than the single bidder values the whole. Bidders for parts of a larger package
each have an incentive to hold back in the hope that a bidder for another piece of the
larger package will increase its bid sufficiently for the bids on the pieces collectively to
beat the bid on the larger package."

Therefore, in conclusion, | do not view it as a forgone conclusion that it would be
desirable for the Commission to allow package bidding if it chooses to define service areas at the
MEA level, The normal SMR auction allows bidders a reasonable opportunity to aggregate
licenses but may be biased towards producing too little aggregation. Allowing package b.dding
introduces some extra complexity and, more importantly, it is biased towards producing too much
aggregation. [f the Commission has been satisfied with the amount of license aggregation that has
emerged under previous SMR auctions, there may be no reason to change. On the other hand,
some experimentation may yield useful information for future auctions.

If the Commission decides to consider revisions to its decision regarding the auction

format for the 746-764 MHz and 776-794 MHz bands, this might be a particularly attractive

"Comment Sought on Mod{fying the Simultaneous Multiple Round Auction Design to Ailow
Combinatorial (Package) Bidding, DA 00-1075, May 18, 2000 at 2.
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opportunity o use a package auction format. The current plan is to define service arcas to be
EAGs and to allow firms to bid on individual EAGs or packages of EAGs. It would be an
unambiguous improvement to this suction to instead define service areas to be MEAs and then
allow firms to bid on either individual MEAs, packages of MEAs that form an EAG, or packages
of MEASs that form o packnge of FAGs, At the end of any round the auctioneer would sum the
value of the top bids for individual MEAs within any EAG, and view this sum as a separate bid for
the EAG (to be compared against a package bid for that EAG). Other than this, the suctioneer
could follow exactly the same procedures and rules as currently planned for the 746-764 MHz
and 776-794 MHz auctions. The package auction 1 propose would not be appreciably mare
complicated than the package auction that the Commission already proposes to run for the 746-
764 MHz and 776-794 MHz bands. My proposal would still allow a national or super-regional
footprint to emerge if this was the most highly valued use for the spectrum, but it would also
allow regional/rural carriers to win smaller regions if this was the most highly valued use of the

spectrum.

7. Because of Encumbered Spectrum Due to Existing UHF stations, The Spectrum in the
698-746 MHz Band May Not Be Well-Suited to Providing a New National Service

The synergies that nationally oriented firms may experience from winning nationa! or
super-regional footprints for spectrum in the 698-746 MHz range may not be particularly
significant in any event, This is because the spectrum in question is encumbered with existing
UHF channels that will have the right to continue to use parts of the spectrum in certain
geographic areas through at least 2006, and pethaps much longer. These UHF stations tend to

be located in more dense areas which are precisely the areas that would be most valuable to 2
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national provider of some new advanced service.

The Commission itself is well aware of the problem that existing encumbrances will make
provision of new nation-wide services difficult. In its NPRM it states: “The significant degree of
incumbency will pose considerable challenges to the provision of viable new commercial services
prior to the end of the transition.™* It also notes that the problem for the 698-746 MHz band
(which is occupied by channels $2-59) is considerably more severe than the problem for the 746-
764 MHz and 776-794 MHz bands (which are occupied by channels 60-69).

While there are roughly the same number of analog stations on Channels 52-59 as there

are on Channels 60-69, there are significantly more digital television incumbents. In

particular, there are only 20 digital assignments on Channels 60-69 compared to the 165

assignments on channels 52-59 and this number may increase. As a result, it will be far

more difficult for new services to operate on this band, particularly in major metropolitan
markets, prior to the end of the transition.”

Therefore, winning a nationwide or super-regional license to use a particular band of this
spectrum does not actually confer the ability to offer a new service nationwide or super-
regionally. Instead it is only the first step in a longer process that would involve cobbling together
other bands of spectrum to use in areas that are being used by existing UHF channels. This
reduces the value of winning a nationwide or super-regional license and also makes it more likely

that even large national firms will use the spectrum to increase their capacity to offer voice

services in certain regions or to offer more localized advanced services.

8. Conclusion

If the Commission chooses service areas to be significantly larger than MEAs,

""NPRM on the 698-746 MHz Band, supra note 2 , at paragraph 20.
HUNPRM on the 698-746 MHz Band, supra note 2, at paragraph 26.
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regional/rural carriers will be unable to participate and the Commission will have essentially
prejudged the issue of whether or not their participation would have been efficient and in the
public interest. By defining service areas at the MEA level, the Commission can provide a fair
oppertunity for both regional/rural and national firms to participate in the auction. This will allow

competitive bidding to determine the most efficient use of the spectrum.
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Table 1
Number of Subseribers Served by Major Regional and National Wireless Carriers ™

Subseribers

Carrier —(000%s)
Major independent regional/rural carriers:
ALLTEL 6,300
U.5. Cellular 3,061
Western Wireless 1.050
Qwest 205
CenturyTel 751
Centennial 663
Rural Cellular 565
PR Tel Cell 335
Leap Wireless 190
NTELOS (CFW Comm) 168
Total of 10 major independent regional/rural carriers: 13 888

National carriers:

Verizon 28,040
Cingular 19,681
ATET Wireless 16,276
Sprint PCS 10,375
Nextel 6,907
VoiceStream 4,787

HSource: Wireless Morker Stats, Paul Kagan Associates, No. 138, March 9, 2001, at 7. Subscriber numbers are for
the end of 2000, This source reports that total U.S. subscribers were 101,357,000 at the end of 2000, Subscribers
for national camers include those of their affiliates as reported in the source. Two changes were made to the
Kapgan data to reflect very recent ownership/affiliation ehanges: the ViaiceStream figure is increased by 908,000 to
include Powertel subseribers and the Verizon figure is increased by 535,000 to include the Price Communications
subscribers. Affiliates of national carriers are excluded from the list of independent regional/rural carriers,
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Table 2
Licensed POPs of Major Regional and National Wireless Carriers™ ¥

Licensed POPs Percent of

Carrier —(000%) National POPs
Major independent regional/rural carriers:
ALLTEL 63,008 22%
1.5, Cellular 33,911 12%
Western Wireless 9,837 455
Qwest 26,094 9%
CenturyTel 11,996 459
Centennial 9,887 495
Rural Cellular 6,132 2%
PR Tel Cell 3,883 1%
Leap Wireless 72,456 26%
NTELOS (CFW Comm) 10,832 4%
Mational carriers:
Verizon 251,000 89%
Cingular 254,000 90%
ATET Wireless 274,000 OR%
Sprint PCS 281,000 100%
Nexiel 281,000 100%
VoiceStream 272,000 7%

*“Licensed POPS refers to the total population that lives in the area a carrier is licensed to serve.
* Source: Figures for regional/rural carriers from  Wireless Market Srars, Paul Kagan Associates, No, 138, March
9,2001, at B, 9. Data as of March 9, 2001. Figures for national carriers from The Next Generation ¥, Merrill
Lynch Associates, March 9, 2001 at 22. The data from both Paul Kagan and Mermill Lynch are as of the end of
2000, but each has been adjusted by the source to reflect the results of Auction 35,  The licensed POPs shown are
unduplicated totals for each carrier, which reflect counting market POPs one time where multiple licenses are held.
Figure used for national population is 281 million . Licensed POPs for national carriers include those of national
affiliates as reported in the source,
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Table 3
Covered POPs as a Percent of Licensed POPS for National Carriers™

Covered Pops
Covered POPs Licensed POPS As a Percentage
Carrier — MR (M) Of Licensed POPS
Verizon 203 240 B3%
Cingular 177 190 93%
ATET Wireless 193 270 T1%
Sprint PCS 196 278 T1%
Nextel 196 278 T1%
VoiceStream 118 241 49%

*Source: Wireless Spectrum, Merrill Lynch, September 25, 2000 at 3-4. Data as of September
2000. POPS for national carriers include unduplicated POPS of affiliates as reported in source.
Note that Mermill Lynch has published licensed and covered POPs data for the national carriers
which is more recent than September 2000 (The Next Generation V, Merill Lynch, March 9
2001). The more recent data on licensed POPs reflects newly-acquired licenses for some carriers
in Auction 35, as shown in Table 2. The somewhat older data from September 2000 is used in
Table 3 so as to present analysis of covered POPs as a percentage of licensed POPs without
counting the newly-acquired licenses with uncovered POPs. For carriers which acquired licenses

for new areas in Auction 35, the more recent data are likely to show even less build-out of
licensed areas than in Table 3.
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Table 4
Market Share of Regional Carriers in Selected U.S. Cellular Markets Ordered From
Highest Market Share to Lowest™

RSA/MSA Market Share of All
Regional Carriers (%)
& RSA 1 100
14 RSA 2 100
& RSA 3 100
A RSA 11 100
& RSA 12 100
A RSA 13 100
1A RSA 14 100
1A RSA 16 100
MD RSA 3 100
MO RSA S 100
MO RSA 15 100
MO RSA 16 100
VT RSA 2 100
OK RSA 8 100
Lacrosse MSA 100
WIRSA T 100
WIRSA 8 100
Cumberland MSA 100
PA RSA 10 100
GA RSA 14 99.8
WV RSAZ3 9.4
WIR3A 10 99
A RSA G ar.4
OR RSA 6 a7.4
Lynchburg MSA 86.2
OK R3AG 96.1
MC RSA 13 95.7
MNC RSA 11 94.4
NC RSA 14 94.4
Wil RSA D 84 4
TH RSA 4 83.3
NC RSA S 92,7
NC RSA 10 92.5
Jacksonville MSA g92.4
OR R3A 3 a0
Charlottesville MSA B7.4
OK RSA 10 a2a
Tallahassee MSA 73

“Source: U.S. Cellular data based on studies conducted between February 2000 and April 2000. Subseribers
served by regional affiliates of national firms are included as subscribers of national firms, i.e., the market shares
of regional firms reported above are market shares for unaffiliated regional firms. The total market share of all
national firms in any RSA/MSA (including affiliates of natlonal firms) is equal to 100 percent minus the number
reported in the above table,
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Maps of Licensed Service Areas for the following: ALLTEL, Centennial
Wireless, Centurytel, Leap, Qwest, RCC, U.S. Cellular, and Western Wireless.
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RCC Positions Map
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US Cellular's Positions
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